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EDITORIAL
Few subjects are of more interest to
Information for Share
accountants
than that dealt with in
holders
an article by William Z. Ripley which
appeared in the Atlantic Monthly for September under the title
“Stop, Look, Listen.” The subtitle was “Shareholders’ right to
adequate information.” Our readers will, therefore, expect some
comment on the article in the columns of this magazine. Every
member of the profession will sympathize with the demand for
adequate publicity of corporation accounts and will welcome the
success which the Atlantic Monthly and Professor Ripley have
undoubtedly achieved in bringing the subject to the attention of
the public. It is to be feared, however, that the notice given to the
article is not attributable solely to interest in the subject matter.
Professor Ripley builds up his argument largely on the basis of
a wealth of “corroborative detail” supposedly taken from the
reports of leading companies and accompanied by criticisms
which are sometimes drastic. Some of the more striking of
these criticisms were circulated in advance by the publishers and
undoubtedly served to whet the public’s appetite. In passing, it
may be noted that some of this detail has proved to be incorrect,
but while this is naturally vexatious to the companies concerned
and undoubtedly impairs Professor Ripley’s authority, it is of
only transitory interest, and we shall not discuss the errors but
merely express regret that they should have been allowed to dis
figure a valuable contribution to a subject of great importance.
His other criticisms are mainly of the no-par-value stock system
and of the accounting treatment of certain items, particularly
surplus in corporation accounts.

The no-par-value stock question is a
The Question of No-Parlarge one, and naturally Professor Ripley
Value Stocks
has not attempted to discuss it com
pletely, nor shall we attempt to do so. Professor Ripley’s
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criticisms will perhaps serve a useful purpose by giving pause to
those advocates of the no-par-value stock who have exaggerated
the virtues of the system and have been blinded to its many un
doubted defects and dangers. His accounting criticisms will be of
particular interest to our readers. We think, however, that they
rest very largely on a confusion of thought with regard to the
significance of surplus. The author says:
“Surplus, but imperfectly distinguishable from profit and loss, has
always been used to make assets and liabilities exactly equilibrate down to
the last cent on the balance-sheet.”

Now if the statement of the purpose of surplus is correct, as we
take it to be (capital stock being treated as a liability), then the
statement that it is imperfectly distinguishable from profit and
loss must be erroneous, for the balance of profit and loss is fre
quently only one of the component factors of the excess of assets
over liabilities. Such items as premium on capital stock or
paid-in surplus, unrealized appreciation of capital assets (which
Professor Ripley makes it clear he would like to see reflected in
the balance-sheet) and other items are a legitimate part of surplus,
but quite clearly distinguishable from profit and loss. Once this
point is made clear, it seems to us that the criticisms largely fall
to the ground. These criticisms relate mainly to the treatment
of capital and surplus of newly formed companies having stocks
without par value, and it may be well therefore to mention that
under the laws of more than one state there is a provision for a
declaration of value in respect of no-par-value stocks issued and
that any excess over the declared value actually paid in for such
no-par stock stands on much the same footing as the premium on
a capital stock which has a par value. Eminent lawyers have
advised that in such cases this excess is legally surplus, although
economically it is clearly capital (just as is the premium on a
stock with par value) and although from a financial standpoint
it ought not, except perhaps in some special cases, to form a
basis for subsequent dividend distributions.

Having offered his criticisms on exist
ing conditions, Professor Ripley turns
to possible remedies. In this portion
of his paper he considers private initiative, including shareholders’
audit, state legislation, efforts of such bodies as the New York
stock exchange and the investment bankers association, and
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Some Remedies
Suggested

Editorial
finally federal intervention, and concludes with the suggestion
that the federal trade commission is the body which can best
deal with the situation and that it is already clothed with the
necessary powers. Naturally, we are prepared to endorse heart
ily the advocacy of shareholders’ audits. The statement that
the auditors in England are under the supervision of stockholders
entirely independent of the management is not, we think, correct,
and we doubt whether such a scheme is practicable, although
theoretically there is much to be said in favor of it. In England
auditors are elected by shareholders, but we understand that this
provision in itself means little because in practice it is the directors
who make the selection. The real merits of the English system
are, first, 'that it places some real responsibility on the auditors,
so that self-protection requires them either to take a stand
against directors when they regard the directors’ proposals as
unjustifiable or else to resign; and, secondly, that it requires
ample notice of any proposed change of auditors and thus makes
it difficult for directors to supersede auditors who disagree with
them without frank disclosure of the reason for the change.
Here, an auditor who takes a stand which is distasteful to an
unscrupulous management finds himself promptly displaced—
nor does any one rise to inquire the reason for his displacement.
Notwithstanding the comparative weakness of his position in
this country, however, the independent auditor has done much
to secure full and fairer publicity, and if his position were strength
ened he could do even more. We will not go so far as to suggest
that the accountants of the country, however wide the authority
given them, could immediately or in a few years provide a com
plete remedy for the defects of which Professor Ripley justly
complains. The profession, in spite of its growth in recent years
in numbers, competence and independence, is still far from equal
to so great a task. But no quick remedy is to be found; long and
tedious education is necessary before a profession capable of
effecting a cure can be built up.

We believe, however, that the remedy
is to be found largely in the develop
ment of the audit. No one can better
protect the shareholders than a competent auditor who has an
intimate inside knowledge of the business without being concerned
in its conduct, who is given adequate powers and opportunities
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to formulate his views and express them to the shareholders, who
is held to a proper responsibility for the efficient and honest dis
charge of his duties and whose professional success and reputation
are dependent on his living up to that responsibility. We recog
nize that it is impossible for us to assume an entirely detached
attitude in considering this question, but we honestly believe
that more may be expected from such supervision than from reg
ulation by a bureau, which at best must have much less sense of
personal responsibility and interest, be less thoroughly trained,
more rigid in its attitude and more mechanical in its rules. We
are not persuaded by Professor Ripley’s presentation of the fed
eral trade commission as the savior in the situation. He is no
doubt right in holding that the undignified competition between
states for incorporations make it unsafe to count on effective
assistance from state legislation, but bodies like the New York
stock exchange are, as he says, doing much and can and will no
doubt do more in the future. It is only comparatively recently
that the New York exchange revised its methods and set seriously
about the task of protecting the investing public which deals in
securities which it lists. Looking back a few years and noting
the progress that has been made, it seems to us far too early to
say that private initiative and judicious pressure from organized
bodies can not deal with the situation as effectively and in as
short a time as could the federal trade commission, assuming that
the legal objections to its intervention, which have been raised
since Professor Ripley’s article appeared, could be overcome.
We should be sorry to see an extension
to the fields of corporate publicity (nec
essarily involving also the field of in
dustrial accounting) of bureaucratic activities which if they result
to some extent in a leveling up, also inevitably bring about much
leveling down. It can not be denied that governmental regula
tion of accounts means the enforcement of a minimum standard
and results in the general adoption of practices which, though
technically justifiable, lack conservatism, and the day has not
yet come when we can afford to dispense with that conservatism
in industrial accounting upon which our most successful enter
prises have been constructed. It is perhaps only fair to say that
in advocating control by the federal trade commission, Professor
Ripley considers publicity from standpoints other than those of
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the actual or potential shareholders; he speaks, for instance, of
publicity as an adjunct to industrial efficiency. This raises
other issues which we can not undertake to discuss here, further
than to say that after careful consideration of the whole article
we remain unconvinced of the usefulness of the federal trade
commission as a remedial agency.
There has been much talk and not a
little writing lately about the subject
of qualifications, as they are called, in
the certificates which accountants append to financial statements.
The whole question of the form and significance of certificates
has been under consideration from time to time ever since the
first certificate was written. Although it may not seem that
there can be much that has not been said on the subject of
qualifications the importance of the matter is revived at times
because of some virtue or fault in a certificate which has attracted
wide attention. Recently the credit men of banks have been
thinking a good deal about the meaning of the language in which
an accountant expresses his opinion of the condition of a com
pany or other business entity, and there seems to be a rapidly
developing demand that the words used shall be so clear, so
devoid of ambiguity, that the simplest reader would not be de
ceived. A certificate in its simplest form would follow somewhat
the requirements of the English and Canadian companies acts.
It would say without any equivocation that the books had been
audited, that the statements presented were in accordance with
the books and that they represented in the opinion of the auditor
a true and correct statement of the position of the company and
of its operations. Any qualification of a certificate in these simple
terms need not represent an attempt by the accountant to limit
his responsibility, but may and in fact should represent necessary
comments regarding any features of the accounts as to which the
flat-footed, unqualified certificate can not be given. It is only
when any such qualifications are couched in uncertain or ambigu
ous terms that criticism can be made.

Qualified Certificates

It seems to us that the word “qualifica
tions” is not an altogether happy de
scription of some of the expressions
employed in writing certificates especially when the purpose of the
writer is evidently to evade. “ Modifications ” would be a better
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word—there have been certificates whose impotence would suggest
“emasculations.” The terminology, however, is not a crucial
matter. Everyone has grown accustomed to the expression
“qualified certificates” and so, like some of the other misnomers
in the accounting lexicon, it has become legitimate by adoption
and usage. There is not a student in the first year of any ac
counting course who has not learned the axiom that the certificate
signed by an accountant must be honest, straight-forward, limpid.
But not enough has been said about the certificate which osten
sibly conforms to the rules and yet lacks the virility which will
arrest the eye and mind of the reader. It is possible to write
a certificate in words of one syllable, without departing at all
from the truth, and to place such a statement before the average
man with assurance that it will be to the reader nothing more
than a string of words. Much of what is said or written every
where is without effect of any kind. The trite conversation of
the street or the office is forgotten, happily, in a moment. There
is a manner of speaking and of writing which is utterly vapid and
most of us are addicted to its use. That is the sort of outgiving
which consists of words, phrases, sentences, and neither sender
nor receiver is any the worse or the better for it. Language may
be so pale or even totally colorless that its appearance or sound
is not recorded on the mind. This wan shadow of words is
employed sometimes in the writing of a certificate and he who
reads feels intuitively that it really makes no difference what the
phraseology may be: there is nothing in it. Even in an ac
countant’s certificate, which should be plain and blunt, one
sometimes finds a merely innocuous vacuity.
It would not be fair to say that the
man who writes such a certificate is
wilfully dishonest. He may be one of
those mentally formless folk who can not be positive about any
thing. They are negative at all times, and so their certificates,
if they are asked to certify, are on the defensive. It is folly to
expect some men to be definite. It is not in them. Perhaps they
are not to blame that they must slink through life. Accountancy
is not a vocation suitable for such people and few there be that
find their way to it, but once in a while a weak brother creeps
into the family circle. Probably the insipidity of some certif
icates that we have seen is derived from them. What is wanted
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is strong language—even if that be interpreted to mean what it
generally means. It might be somewhat startling to read that
the condition of the X Company was damnable, but at least it
would be understood by all men. We should prefer such an
expression to this: “I believe that the X Company is in good
condition, but I have not made any attempt to do those things
which every auditor should do. I have found a client and I
don’t intend to lose him by any brash assertion of my opinion.
The company may be in danger but so long as I get my fee I am
not going to make a loud noise and awaken any sleepers.”
No one ever read a certificate in those words, but there have
been certificates written in the language of complaisance which
could be translated thus. Mark you, such a statement would be
clear, true in a sense and easily understood and therefore would
conform to all the canons. Its actual form might be something
of this sort: “ I have examined the books of the X Company and I
certify that this balance-sheet correctly reflects the apparent
condition of the company on December 31, 1925.” Here we
find truth of a kind, clearness, plain words and yet the certificate
means absolutely nothing more than a negation of responsibility.
The writer of such a defensive opinion could have been concerned
with nothing so much as disclaiming any liability. No certificate
written precisely in these terms has been reported, but there are
various ways of saying the same thing and saying it in so low a
tone that no one will be disturbed. That is what we mean by the
emasculated form of certificate. It is the employment of words
in an effort to say nothing that anyone will heed and at the same
time to avoid a lie direct. That sort of language is worse in a
sense than the weasel words which Theodore Roosevelt con
demned. Bloodsucking words may be ingenious at least. These
milk-sop certificates are not even clever. They are simply
sickening, and yet, as we have said, they are sometimes the
result of nothing more vicious than innate subservience.
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